The underlying concepts of the definition of a liability in financial reporting : a doctrinal research perspective by Coetsee, Daniël
The underlying concepts of the definition of a liability in financial reporting: A 
doctrinal research perspective 
Daniël Coetsee 




Accounting literature has identified fundamental conceptual issues and uncertainties 
regarding the financial reporting treatment of liabilities. This paper assesses whether 
the underlying concepts for the definition of a liability are robust and sufficiently 
developed in the 2018 Conceptual Framework of the International Accounting 
Standards Board (IASB) to create a conceptual foundation to identify, recognise, 
measure and derecognise liabilities. Doctrinal research is applied to evaluate the 
proposed concepts by using authoritative interpretation. The outcome of the 
authoritative interpretation is the contribution to the accounting literature. The paper 
finds that the 2018 Conceptual Framework significantly improves the conceptual 
foundation of the identification, recognition, measurement and derecognition of 
liabilities. The 2018 Conceptual Framework clarifies the obligation and past event 
criteria of the definition of a liability and, as a result, has paved the way for removing 
the reference to future outflow or sacrifices in both the definition and the recognition 
criteria of a liability. The 2018 Conceptual Framework also implies that when meeting 
the definition of a liability, in principle, it appropriately triggers recognition. It also 
clearly defines the different measurement bases and clarifies the measurement 
decision process regarding liabilities, which are sufficiently based on the nature and 
benefits of different measurement bases and the factors of useful information. The 
uncertainty about the existence of a liability for incorporation in financial statements is, 
however, still problematic and could create uncertainty in developing related 
International Financial Reporting Standards (IFRSs) and in practical applications. 
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1.  Introduction 
The accounting literature identifies that accounting does not have its own theory on 
which to base research and to inform practice (Fogarty, 2014; Gaffikin, 2008; Inanga 
& Schneider, 2005). The conceptual frameworks of the Financial Accounting 
Standards Board (FASB) and the IASB effectively replaced accounting theory as the 
base for developing financial reporting standards (Baker & Burlaud, 2015; Gebhardt, 
Morta & Wagenhofer, 2014). This raises the question whether accounting researchers 
can rely on the conceptual frameworks of the standard-setters as the theoretical base 
for research in accounting. Conducting such conceptual research is also difficult in 
accounting due to limited accounting literature on the nature of pure theoretical or 
conceptual research in accounting (Van Aardt van der Spuy, 2015).   
Since the start of the conceptual framework project, accounting literature has identified 
fundamental conceptual problems and uncertainty regarding the identification, 
recognition, measurement and derecognition of liabilities (Brouwer, Hoogendoorn & 
Naarding, 2015; Baker & McGeachin, 2013; Murray, 2010; Rees, 2006; Botosan, 
Koonce, Ryan, Stone & Wahlen, 2005). This paper contributes to the conceptual 
research debate in accounting by applying doctrinal research used mainly in legal 
research to the concepts of liabilities developed in the 2018  Conceptual Framework 
for Financial Reporting (2018 Conceptual Framework) issued by the IASB.  
The purpose of this paper is, therefore, to assess the appropriateness of the concepts 
developed in the 2018 Conceptual Framework regarding liabilities. The question is 
asked whether the concepts of the identification, recognition, measurement and 
derecognition of liabilities are robust and sufficiently developed on a conceptual level 
in the 2018 Conceptual Framework to create a sound basis for the development of 
IFRSs regarding liabilities. The paper contributes to the accounting literature on the 
definition of a liability by providing a well-argued interpretation and conclusion whether 
the underlying concepts of the definition of a liability is sufficiently developed in the 
2018 Conceptual Framework.    
 
In the 2018 Conceptual Framework, the definition of a liability remains an important 
building block of financial reporting that distinguishes liabilities from assets and equity.. 
The definition of a liability is specifically important to distinguish equity from liabilities 
since equity is still, in principle, defined as not representing a liability. However, 
uncertainties regarding the distinction of equity from liabilities are not incorporated in 
this paper. The IASB has specifically, in the Conceptual Framework project, decided 
to transfer the distinction between equity and liabilities to a separate research project 
(IASB, 2015b). More information regarding a critique of the distinction of equity and 
liabilities is captured in the work of Schmidt (2013).  
2.  The research approach 
The legal literature explains that doctrinal research questions the concepts, principles 
and rules, collectively referred to as doctrines, developed in practice (Hutchinson & 
Duncan, 2012; de Jong, van Arensbergen, Daemen, van der Meulen & van den 
Besselaar, 2011). Doctrinal research is defined as follows (Hutchinson & Duncan, 
2012: p. 101, referring to the definition of the Pearce Committee of Australia): 
Research which provides a systematic exposition of the rules governing a 
particular legal category, analyses the relationships between the rules, 
explaining areas of difficulty and, perhaps, predicts future developments. 
Since accounting practice is also based on concepts in the conceptual framework and 
on principles and rules (if the principles are not clear) in IFRSs, doctrinal research is 
regarded as an appropriate methodology to be applied in this research. Furthermore, 
legal backing is created for financial reporting standards in many jurisdictions.  Van 
Aardt Van Der Spuy (2015:812) has also used doctrinal research in accounting 
research to assess standard-setting issues, describing his doctrinal research 
approach as follows: 
…a qualitative, doctrinal approach through a purely theoretical and 
documentary analysis which is augmented and complemented with application 
of discussion and logic argumentation. 
Doctrinal research is regarded as an intellectual process to analyse or synthesise the 
concepts, rules and principles developed in practice (Hutchinson & Duncan, 2012; 
McKerchar, 2008). Doctrinal research is classified into different research approaches, 
which are not mutually exclusive (Hutchinson & Duncan, 2012; Chynoweth, 2008). 
One approach is theoretical research, which provides an understanding of the 
“conceptual bases” of principles and rules applied in a specific area of interest 
(Hutchinson & Duncan, 2012: p. 101). Theoretical doctrinal research therefore 
evaluates the conceptual base on which the principles and rules are based and is 
suited to evaluate the underlying concepts developed in practice.  
Van Hoecke (2011) declares that doctrinal research is by nature a hermeneutical 
approach whereby doctrines in a discipline are assessed through authoritative 
interpretation. Hermeneutics is the interpretation of text to identify meaning in text 
(Gaffikin, 2008; Prasad, 2002; Boland, 1989). Authoritative interpretation is the 
interpretation of text, such as the 2018 Conceptual Framework, based on both 
practical and academic literature (Van Hoecke, 2011).  
To create a “systematic exposition”, the paper firstly reviews accounting literature and 
practical documents to identify issues with the conceptual foundation of the 
identification, recognition, measurement and derecognition of liabilities that existed 
before the introduction of the 2018 Conceptual Framework. Authoritative interpretation 
is then used to assess whether the identified issues regarding liabilities are resolved 
in the 2018 Conceptual Framework to create a conceptual foundation to identify, 
recognise, measure and derecognise liabilities. 
3.  Specific issues with the identification, recognition, measurement and 
derecognition of liabilities 
3.1  Structure of discussion 
This section identifies issues with the identification, recognition, measurement and 
derecognition of liabilities in the previous Conceptual Framework of Financial 
Reporting of the IASB updated in 2010 (2010 Conceptual Framework), based on 
accounting literature and practical documents. A chronological sequence is followed, 
starting with different aspects of identification and ending with derecognition. 
Identification of a liability is based on the definition of a liability. In the 2010 Conceptual 
Framework, a liability was defined as:  
A present obligation of the entity arising from a past event, the settlement of 
which is expected to result in an outflow from the entity of resources embodying 
economic benefits (IASB, 2010a: par. 49). 
 
3.2  Present obligation 
The present obligation is the first essential characteristic of the definition of a liability 
(IASB, 2010a; Murray, 2010), similar to control in the definition of an asset. Bullen and 
Crook (2005) ask the question whether the liability is the “future sacrifice”, which refers 
to the future outflow of resources, or if the “obligation” itself creates that sacrifice. With 
the removal of the “future sacrifice” from the definition of a liability, the focus shifts to 
whether an entity has a present obligation to identify a liability (Brouwer et al., 2015; 
Botosan et al., 2005).  
The IASB (2015b: par. BC4.) acknowledges that when “the obligation is unconditional 
and legally enforceable” a present obligation clearly exists, since then the entity has 
no ability to avoid the obligation. However, when conditions are present and it is 
uncertain whether an obligation is legally enforceable, such as for certain legal claims, 
it is more difficult to assess whether a present obligation exists. The IASB (2015b) 
further acknowledges that problems arise in practice since it is unclear how limited the 
ability to avoid the liability needs to be to for the entity to have a present obligation.  
As a starting point, the first issue identified in the literature and practical documents is:     
Identified issue 1:  The present obligation that creates the liability is not 
sufficiently clarified.  
3.3  Past event 
The past event is the second characteristic of the definition of a liability (IASB, 2010a; 
Murray, 2010). Bullen and Crook (2005) question the nature of the past transaction or 
other event that gives rise to the present obligation. Barth (2006) expresses that a 
clearer articulation of the past transaction or event that creates the asset or liability is 
needed. Liability recognition needs an obligating event and Botosan et al. (2005) 
specifically state that the current definition of a liability does not sufficiently specify 
which kind of event creates the obligating and that inconsistencies exist in the 
application of the obligation event in IFRSs. The discussion identifies that: 
Identified issue 2: The events or transactions that create the past event are 
not sufficiently clarified. 
 
3.4  Equitable or constructive obligations 
The question is whether the present obligation should be wider than obligations that 
are legally enforceable (Murray, 2010).  Botosan et al. (2005) refer to trade-offs of 
deciding how wide a present obligation should be and state that preparers and auditors 
will find it easier to identify explicit legal obligations.  Bullen and Crook (2005) ask  
whether liabilities should only be limited to present obligations enforceable by law or 
should be made broader to include equitable or constructive obligations created by the 
actions of the entity itself. The IASB (2013) acknowledges that it is difficult to interpret 
the definition of a constructed obligation and to determine to what extent the actions 
of an entity should be considered to identify a present obligation when something is 
not legally enforceable. The identified issue is: 
Identified issue 3: Equitable or constructive obligations are not sufficiently 
clarified to determine when they should be identified as liabilities.      
3.5 Stand-ready obligations  
The 2013 Conceptual Framework Discussion Paper (DP), A Review of the Conceptual 
Framework for Financial Reporting (2013 Conceptual Framework DP) states that 
uncertainty is created since the obligation could be conditional on future events outside 
the control of the entity or on future actions of the entity itself. If future events are 
outside the control of the entity, the 2013 Conceptual Framework DP (IASB, 2013) 
states that although uncertainty about the outcome exists, the entity has an 
unconditional obligation to stand ready to perform if the future uncertain events , such 
as insurance liabilities, happen. Rees (2006) explains the difference by referring to the 
example of a product warranty in a revenue contract. He states that a product warranty 
creates two types of obligations. The first is a conditional obligation to repair or replace 
the product if a default is reported. The second is an unconditional obligation to provide 
coverage for the warranty for the warranty period. The argument is that the 
unconditional obligation to stand ready for the warranty period creates the liability.  
Murray (2010) disagrees with the inclusion of stand-ready obligations. He believes that 
a stand-ready obligation is conditional on the future event and that before the event 
happens no sacrifice is needed. He refers to the passive nature of stand-ready 
obligations and therefore believes that no liability is created before the future event 
happens.    
Stand-ready obligations are not discussed in the 2010 Conceptual Framework and it 
is important that the issue be resolved based on appropriate conceptual reasoning. 
The identified issue is:  
Identified issue 4: The treatment of stand-ready obligations subject to future 
events outside the control of the entity is not conceptually clarified.  
3.6   Existence uncertainty and uncertainty under control of the entity  
The 2013 Conceptual Framework DP makes a distinction between: (1) existence 
uncertainty (uncertainty whether the liability, such as legal claims, exists) and (2) 
outcome uncertainty (the liability exists, but the outcome is uncertain). Existence 
uncertainty is mainly linked to the “present obligation” characteristic of the definition of 
a liability, but could also be triggered by uncertainty regarding the past event (IASB, 
2015a; IASB, 2013; Rees, 2006). Outcome uncertainty is linked more to the future 
sacrifice criteria, which are discussed hereafter. 
Different indicators to deal with existence uncertainty in identifying a liability are 
identified in the 2010 Conceptual Framework and in the IAS 37 Provisions, Contingent 
Liabilities and Contingent Assets, the IFRSs that deal with uncertainty in liabilities. The 
2010 Conceptual Framework refers to the “little, if any, discretion to avoid the outflow 
of resources” (IASB, 2010a: par. 4.16), while IAS 37 mentions that it is “more likely 
than not that a present obligation exists” (IASB, 2001: par. 15), that the entity “has no 
realistic alternative to settle the obligation created by the event” (IASB, 2001: par.17) 
and, further, that the obligation is “existing independently of an entity’s future actions 
(i.e. the future conduct of its business)” (IASB, 2001: par. 19). This raises questions 
regarding the most dominant existence indicator and under which conditions each of 
these indicators should be applied, if more than one indicator is identified. 
Uncertainty regarding the correct accounting treatment also exists when the future 
uncertain event is dependent on the actions of the reporting entity itself (IASB, 2013). 
The 2013 Conceptual Framework DP identifies three different views that are currently 
applied in IFRSs: 
• The first is a strictly unconditional view. Under this view, as long as the entity 
can avoid the future transfer of resources through its actions, a present 
obligation does not exist. Therefore, conditional obligations do not meet the 
definition of a liability. Also, according to this view, share-based payments with 
vesting conditions linked to services rendered create no present obligation, 
since the employer could terminate the employment before the vesting 
conditions have been met.  
• The second view is a practical unconditional view. Even if the entity has the 
theoretical ability to avoid the payment, the entity would not choose to avoid the 
payment because of practical reasons, such as business continuation or cost 
involved. Therefore, although the entity could terminate employees’ 
participation in a share-based payment transaction, it is unlikely to happen 
since the entity needs loyal employees for the ongoing functioning of the entity.  
• The third view is that the present obligation event may be conditional on the 
entity’s actions and therefore the past event is sufficient to create the obligation, 
although it is conditional. Under this view, conditional obligations represent 
liabilities.  
Conceptually, the different indicators of existence uncertainty of liabilities and views 
regarding the correct accounting treatment of uncertainty subject to the actions of the 
entity itself need to be clarified. The identified issue is therefore:   
Identified issue 5: Existence uncertainty regarding liabilities is not sufficiently 
resolved on a conceptual basis, including when the outcome is subject to future 
actions of the entity itself. 
3.7  Expected outflow of resources 
The third characteristic of the definition of a liability is the reference to expected outflow 
of resources in the definition of a liability (IASB, 2010a; Murray, 2010). The issue is 
whether the reference to expected outflows of resources should be removed from the 
definition of a liability (Bullen & Crook, 2005). The IASB’s (2015a; 2013; 2005) view is 
that it is not the future outflow but the obligation itself that creates the liability.  
Different views are, however, expressed in the literature as to whether the reference 
to “expected to result in an outflow from the entity of resources embodying economic 
benefits” (IASB, 2010a: par. 4.4(b)) should be removed from the definition of a liability. 
Murray (2010:623) disagrees with the removal since, in his view, the removal 
contradicts the primary objective of financial reporting, which is to provide information 
about the “amount, timing and uncertainty of an entity’s cash flows”. He believes that 
removing the reference to future expected outflows is a move away from the primary 
objective of financial reporting. Barth (2006), in contrast, declares that the recognition 
of estimates of the future in financial statements depends on whether it arises from 
events and transactions that have occurred and therefore arises from present rights 
and obligations.  
The removal of the reference to expected future outflows will result in that the 
identification of a liability would focus on existence and that outflow uncertainty would 
be captured in measurement by estimating the amount (Brouwer et al., 2015). The 
identified issue is: 
Identified issue 6: Uncertainty exists around whether or to what extent the 
reference to expected outflow of resources should be retained in the definition 
of a liability and how the definition should deal with outcome uncertainty.     
3.8  Recognition 
Regarding recognition, the issue is to identify the recognition event (Bullen & Crook, 
2005). The issue is whether meeting the definition of an asset or liability is sufficient 
for recognition or whether further recognition thresholds should be included to cater 
for uncertainties. The basic question is whether the current recognition criteria of 
probability and measurability should be retained. Several commentaries identify that 
the probability criterion is not applied consistently in IFRSs (Brouwer et al., 2015; 
Baker & McGeachin, 2013; Wells, 2011). Probability is, for instance, not a hurdle for 
the recognition of financial instruments (Bradbury, 2003), and does not play a role in 
accounting for some employee benefits (e.g. bonuses), whereas probability very 
definitely plays a role in accounting for post-employment benefits (Brouwer et al., 
2015). Baker and McGeachin (2013) specifically state that probability should be 
justified or otherwise eliminated. The identified issue is, therefore: 
Identified issue 7: The recognition event and any applicable recognition 
threshold are not clarified.  
3.9  Measurement 
Bullen and Crook (2005) identify several cross-cutting issues regarding measurement, 
which range from the application of different measurement bases to the incorporation 
of measurement uncertainty. The main issue is that the current conceptual framework 
has limited guidance on measurement (Barth, 2007; Cooper, 2007), and specifically 
regarding fair value (McGregor & Street, 2007). Fair value is a concern when an 
alternative valuation method is used in the absence of observable prices (Müller, 
2014). Baker and McGeachin (2013) declare that the conceptual framework does not 
make a distinction between measurements and estimates. In their view, measurement 
has observable measurement attributes that can be verified objectively, while 
estimates are forecasts of the future. They believe that conservatism leads to the 
recognition of more liabilities with unobservable measures (see also Baker, 2015). 
Therefore, they propose that more conceptual guidance is needed for estimates, 
supported by the disclosure of the process of estimations and unobservable inputs.  
Barth (2014) believes that the conceptual framework needs to specify the objective or 
definition of measurement and should also provide a conceptual basis to choose 
among measurement alternatives. She explains that measurement decisions on a 
standards-level should be based on the primary objective of financial reporting and the 
qualitative characteristics of useful financial information. More conceptual guidance is 
needed to resolve measurement decisions and the issue is: 
Issue 8: Limited conceptual guidance is provided to identify and make decisions 
regarding the appropriate measurement basis.  
3.10  Executory contracts 
The different measurement bases applied in IFRSs also result in different financial 
reporting models. The different financial reporting models started with a move from the 
traditional historical transaction-based accounting model to a fair value model (Lys, 
1996), and a question is whether the fulfilment value applied in IFRS 17 Insurance 
Contracts creates a new financial reporting model.     
The historical cost is a transaction-based model that is applied to measure the 
performance of an entity based on determinable historical prices (Cooper, 2007; 
Penman, 2007). By implication, the date that the transaction occurs triggers the 
recognition of the transaction under the historical cost model. For liabilities, this will be 
when the past event creates a present obligation, subject to the recognition criteria of 
probability and measurability. In contrast, in the financial instrument standards, a 
contract is recognised at fair value when the parties conclude the contract. In this 
regard, Walton (2006) refers to earlier recognition of executory contracts in the 
financial instrument standard. He specifically argues that the financial instrument 
standard recognises a transaction early in the cycle before any performance or 
completion of the transaction. The effect of earlier recognition is that the normal 
probability recognition threshold is removed for financial instruments (Bradbury, 2003). 
Further, in IFRS 17, an insurance contract is recognised at the earlier of when either 
the coverage period begins or the policyholder makes the first payment, except if the 
contract is onerous, in which case the contract will be recognised when it is entered 
into.   The recognition criteria of probability and measurability are both ignored for 
financial instruments and insurance contracts.  
The 2010 Conceptual Framework has specific guidelines on executory contracts that 
restrict the recognition of certain transactions until performance happens. As stated by 
Walton (2006) above, the financial instrument standard results in early recognition of 
executory contracts, which raises the question whether sufficient conceptual guidance 
is provided to determine when the executory contract notion should be applied. The 
identified issue is, therefore:  
Identified issue 9: The application of the executory contract notion is not 
sufficiently clarified on a conceptual level.  
3.11 Derecognition 
The 2010 Conceptual Framework also does not deal with derecognition (Bullen & 
Crook, 2005). Botosan et al. (2005) call for the inclusion of derecognition concepts in 
the conceptual framework regarding different derecognition approaches for liabilities, 
such as legal release, risk reduction or settlement of the liability.  They also believe 
that instances where derecognition or measurement adjustments are applied should 
be clarified. The conceptual issue is: 
Identified issue 10: Derecognition concepts are not included in the conceptual 
framework.  
4. The new doctrines developed in the 2018 Conceptual Framework 
This section interprets whether the issues identified in accounting literature and 
practical documents above regarding the conceptual foundation of the definition of a 
liability are sufficiently resolved in the 2018 Conceptual Framework. The main 
contribution of the paper is the authoritative interpretation applied.   
4.1  Background discussion  
In the 2018 Conceptual Framework, a liability is defined as: 
A present obligation of the entity to transfer an economic resource as a result of 
a past event (IASB, 2018a: par. 4.4a). 
The “present obligation” and “past event” criteria of the definition of a liability are 
retained, but the reference to future expected outflow of economic benefits is replaced 
by “to transfer an economic resource”. An economic resource is defined in a secondary 
definition: 
An economic resource is a right that has the potential to produce economic 
benefits (IASB, 2018a: par. 42). 
The implication of the secondary definition is that the reference to future expected 
outflow of economic benefits in the previous definition of a liability is effectively 
replaced by the transfer of a “right that has the potential to produce economic benefits”, 
which is regarded as a lower identification hurdle. The effect of these changes is that 
the 2018 Conceptual Framework identifies three criteria that must be present for a 
liability to exist. The fir/st is the existence of a present obligation. Secondly, the 
obligation needs to transfer an economic resource. Lastly, the obligation needs to be 
a present obligation resulting from a past event. The appropriateness of conceptual 
guidance of the criteria is discussed under the relevant identified issues below. 
4.2   Identified issue 1: Clarification of the present obligation 
The 2018 Conceptual Framework identifies the existence of a present obligation as 
the first criterion that needs to be met for the definition of a liability to exist. The focus 
in the definition of a liability is, therefore, on the nature of the obligation similar to the 
focus on control in the definition of an asset. An obligation is described as follows: 
An obligation is a duty or responsibility that an entity has no practical ability to 
avoid (IASB, 2018a: par. 4.29).   
Therefore, a duty or responsibility needs to exist that the entity practically could not 
avoid to identify an obligation. The 2018 Conceptual Framework declares (IASB, 
2018a: par. 4.31) that an obligation is normally created through a contract, legislation, 
or other similar means that is legally enforceable. Legal enforceability is consequently 
the starting point to identify an obligation and if something is legally enforceable, by 
implication, the “no practical ability to avoid” requirement will be met. If it is uncertain 
whether a legally enforceable obligation exists, the “no practical ability to avoid” 
requirement becomes the main indicator to assess whether a present obligation exists.   
The 2018 Conceptual Framework identifies two further circumstances that could 
create an obligation based on the application of the “no practical ability to avoid” 
requirement. The first is an entity’s “customary practices, published policies or specific 
statements” (IASB, 2018a: par. 4.31), which are discussed further under identified 
issue 3 below. The second is that the obligation could be conditional on particular 
future actions of the entity itself. Such conditional obligations are included in liabilities, 
again through the application of the “no practical ability to avoid” requirement. If the 
entity has no practical ability to avoid the future duty or responsibility, an obligation in 
principle exists, provided that the other criteria of the definition of a liability, such as a 
past event, are met.  
The 2018 Conceptual Framework further clarifies that the “practical ability to avoid” 
requirement depends specifically on “the nature of the entity’s duty or responsibility” 
(IASB, 2018a: par. 4.34). This assessment is specifically not based on the entity’s 
intention or the likelihood of the transfer. Actions to avoid the transfer are specifically 
not considered if such actions “have economic conditions significantly more adverse 
than the transfer itself” (IASB, 2018a: par. 4.34). The more economically costly the 
actions to avoid the transfer become, the more this represents an indication that a 
liability exists. The IASB clarifies (IASB, 2018b: par. BC4.56) that not making the 
transfer could be so severe that the “no practical ability to avoid” requirement would 
be applied even though a theoretical right to avoid the transfer exists. For example, an 
oil company contaminated land and is required by the laws of the country in which it 
operates to restore the land. Heavy penalties are included in the legislation if the land 
is not restored. Although theoretically the oil company could avoid the restoration, from 
a practical ability perspective the oil company would restore the land due to the 
penalties and the possibility of the oil company doing further work in that country.   
The 2018 Conceptual Framework also links the assessment of the existence of an 
obligation to the going concern basis of accounting. The question is whether on a 
going concern basis the entity has the “practical ability to avoid” the obligation. 
Therefore, specifically, transfers that could only be avoided on liquidation of the entity 
or by cessation of trade are not currently avoidable under the going concern basis and 
are therefore regarded as present obligations. For example, if an entity issued a 
preference share that is only repayable on liquidation, that obligation to repay the 
preference share is not regarded as a present obligation in the normal course of 
business and therefore does not represent a liability.  
Defining an obligation and explaining the application of the “no practical ability to 
avoid” requirement creates an appropriate conceptual basis for the identification of an 
obligation. The application of the “no practical ability to avoid” requirement to: (1) 
legally enforceable obligations; (2) the entity’s practices, policies and statements; (3) 
the future actions of the entity; and (4) the going concern basis clarifies how the 
requirement should be applied. The requirement, however, remains subjective and the 
question as to whether the effect of uncertainty is sufficiently addressed from a 
conceptual perspective, as discussed under issue 5 below, remains crucial.  
4.3   Identified issue 2: Clarification of the past event 
As stated before, the past event is not sufficiently clarified in the 2010 Conceptual 
Framework. To rectify and identify the past event, the 2018 Conceptual Framework 
follows a two-step approach of applying independent indicators and then assessing a 
consequential test to identify the past event. The indicators are that the entity either 
(1) “already obtained the economic benefits” or (2) “has taken an action that creates 
the obligation” (IASB, 2018a: par. 4.43). The “economic benefit” indicator implies that 
consideration, goods and/or services (the economic benefits) have been received for 
which payment or fulfilment is still outstanding, such as for trade creditors where goods 
and services have been received but not paid for. The “action” indicator implies that 
the entity has conducted the activities, such as contaminating land, which create the 
present obligation.  
The consequential test is whether the entity “will or may have to transfer an economic 
resource that it would not otherwise have had to transfer” (IASB, 2018a: par. 4.43) and 
implies that the relevant indicator creates an obligation that did not previously exist. 
Two examples are provided in the 2018 Conceptual Framework to explain the 
application of the consequential test. The first example is the enacting of new 
legislation. The legislation on its own is not sufficient to create the obligation. For the 
legislation to create the obligation, the entity must have obtained the benefits or have 
taken the actions that trigger the obligation it did not previously have in the legislation. 
The second example is one of an entity’s customary practice, published policy and 
specific statement, which are discussed further under issue 3 regarding equitable or 
constructed obligations.    
The 2018 Conceptual Framework creates further clarifications. Firstly, it is expounded 
(IASB, 2018a: par. 4.44) that the past event can either be created at a point in time 
such as receiving goods, or over time as services are received or the activities that 
create the obligation are conducted. For instance, the obligation to pay for electricity 
is created as the electricity is used. The nature of the received economic benefits or 
activities conducted therefore determines whether the past event is created at a point 
in time or over time. An obligation for receiving goods would normally be created at 
the point in time when the goods are delivered, while an obligation for a service, such 
as a cleaning service, would be created over time as and when the service is rendered.  
Secondly, the 2018 Conceptual Framework clarifies (IASB, 2018a: par. 4.46) that a 
present obligation may exist even if the transfer of the economic resource is only 
enforceable later. For example, an entity received a loan from a bank that is only 
repayable on specified future dates. The receipt of the loan is the past event that 
creates the obligation although repayment thereof is only required later.  
Thirdly, the 2018 Conceptual Framework clarifies (IASB, 2018a: par. 4.47) that an 
entity does not have an obligation if the “benefit” or “action” indicator is not satisfied. 
By implication, this is a link to an executory contract and an example of an employee’s 
service contract is used in the 2018 Conceptual Framework. No obligation is created 
to pay for the service before the service is rendered. The reason provided (IASB, 
2018a: par. 4.47) is that the entity has a combination of rights and obligations to 
exchange future salary for future services, and therefore not a present obligation. The 
combination of rights and obligations is discussed further under issue 9 to assess 
whether the boundaries of executory contracts are sufficiently clarified on a conceptual 
level. 
The link between the past event and “the practical ability to avoid” requirement is 
demonstrated in the following two examples. Consider the example of a bonus 
payment that is only payable when selected employees have rendered a period of 
service, say five years. The past event benefit indicator that triggers the payment of 
the bonus is the employees’ service. After three years, a pro rata portion of the service 
(three out of five years) has been rendered. An obligation for that portion of the service 
needs to recognised, since the entity has no practical ability to avoid the payment if 
the employees stay for five years. The argument is that entities need employees and 
that from a practical perspective it would disrupt the business if the employees were 
fired or retrenched before the bonus is payable. The second example is a maintenance 
contract for the maintenance of, say, an entity’s machinery over a period. Although the 
entity is contractually obligated to pay for the maintenance services, the past event 
benefit indicator that creates the obligation is the rendering of the maintenance 
services. No obligation is created for the maintenance services before the 
maintenance services are delivered.   
The 2018 Conceptual Framework has clarified the conceptual guidance to identify a 
past event that creates the present obligation. The “economic benefits” and the 
“action” indicators that create the past event are clearly articulated. The consequential 
test confirms that these indicators create the relevant past event. However, judgement 
is needed in the application of these concepts, which could be further clarified on a 
standard-setting level. Specifically, the application of the “action” indicator is more 
subjective and could create uncertainties.    
4.4  Identified issue 3: Clarification of equitable or constructive obligations 
The IASB decided not to specifically use the term “constructive obligations” (IASB, 
2018b: par. BC4.58), since the term is, in their view, neither helpful nor necessary. 
However, possible obligations created by an entity’s customary practices, published 
policies or specific statements are captured in the scope of the “no practical ability to 
avoid” requirement and the application of the past event. The reason is that the entity 
has created, through its actions, the expectation that it will honour the obligation. The 
entity’s specific statements, customary practices or published policies create such 
expectations and therefore represent the action that creates the past event. 
The 2018 Conceptual Framework (2018a: par. 4.31) clarifies that an entity has an 
obligation when “the entity has no practical ability to act in a manner inconsistent with 
those practices, policies or statements.” The “no practical ability to avoid” requirement 
therefore becomes the test to assess whether practices, policies and statements 
create obligations. This application of the “no practical ability to avoid” requirement is, 
however, subject to a past event creating the obligation, which, in this case, will be the 
expectation created through the entity’s statements, practices or policies.  
An entity considers paying a bonus for all employees since the entity’s profits 
increased significantly during the year. A consideration alone is not sufficient to create 
an obligation. However, at a formal function for all employees, management 
announces that a bonus will be paid to all employees based on the increase of profits. 
The action that creates the expectation, and therefore the constructive obligation, is 
the formal announcement. The test to identify the constructive obligation is whether 
the formal announcement can still practically be avoided without significant 
consequences.    
Sufficient conceptual guidance is created to bring equitable or constructive obligations 
within the scope of present obligations. The actions of the entity create the obligation 
that the entity practically cannot avoid and which therefore becomes legally 
enforceable.  Legal enforceability is, however, subject to the facts and circumstances 
of each case.  
4.5 Identified issue 4: Inclusion of stand-ready obligations  
The 2018 Conceptual Framework specifically includes (IASB, 2018a: par. 4.39) an 
obligation to transfer an economic resource subject to a specified uncertain future 
event as an example of a present obligation. The issue of a stand-ready obligation is 
therefore not specifically addressed, and thus the normal concepts of the present 
obligation and past event should be considered. As an example, in IFRS 17, the trigger 
event that creates an insurance liability in an insurance contract (IASB, 2017a: par. 
25) is either the earlier, when the first premium payment is due (the benefit is 
receivable) or when the coverage period begins (the action to stand ready). The 
IASB’s (2017b) respective reasoning for recognising the insurance liability at the date 
that the payment is due is that payment triggers performance by the policyholder and 
that the entity accepts risks from the date when the coverage begins.  This payment 
benefit or the risk acceptance action triggers the past event, which practically cannot 
be avoided if a valid claim is instituted in the future.  
The same application is applicable to warranty contracts included in revenue 
contracts. The example in IFRS 37 (IASB, 2001) specifically states that the sale of the 
product with a warranty is the past event that creates the obligation. Therefore, by 
implication, stand-ready obligations have been applied by the IASB in financial 
reporting standards.  
However, Murray’s (2010) contention that the stand-ready obligation is a future 
continued obligation could not be upheld. Although continued on future claim events, 
the past event that creates the insurance or warranty liability is performance by the 
policyholder in the form of premium payments and/or the acceptance of insurance or 
warranty risks by the entity. The recognition of a stand-ready obligation is in essence 
a future risk that an entity accepts through a contractual arrangement that is legally 
enforceable.      
The 2018 Conceptual Framework therefore, by implication, creates sufficient 
conceptual guidance to include stand-ready obligations in the ambit of a liability. The 
recognition of liabilities subject to an uncertain future event outside the control of the 
entity is therefore triggered by identifying the present obligation resulting from the past 
event. The past event is the benefit received or activity incurred that triggered the 
obligation to stand ready. Furthermore, the “no practical ability to avoid” requirement 
confirms that the entity is bound to the outcome of the future uncertain stand-ready 
obligation outside the control of the entity.    
4.6. Identified issue 5: Dealing with existence uncertainty and uncertainty 
under control of the entity  
The “no practical ability to avoid” requirement replaces all the previous indicators 
applied in the 2010 Conceptual Framework and IAS 37 to deal with uncertainty in 
identifying liabilities. This requirement is, by implication, a one-stop assessment to 
deal with existence uncertainty. By removing the reference to future economic benefits 
in the definition of a liability, the “more likely than not” test identified in IAS 37 is not 
incorporated in the 2018 Conceptual Framework, so that the actual liability is identified 
and not the future outflow of resources. Effectively, as discussed under issue 6 below, 
no probability threshold is retained for the identification of a liability. The question is 
whether this one-stop assessment is sufficient to deal with uncertainty in the definition 
of a liability.  
The 2018 Conceptual Framework provides sufficient conceptual guidance to 
determine when the “no practical ability to avoid” requirement should be applied, 
although the requirement is subjective. Firstly, when a transfer is legally enforceable, 
the entity is legally bound and cannot avoid the transfer. Secondly, based on either 
the receipt of economic benefits or the action of the entity, the “no practical ability to 
avoid” requirement will be applied when avoidance will result in severe economic 
consequences. Therefore, in uncertain instances, an entity will not have a present 
obligation if the entity has the practical ability, based on all facts, to avoid the transfer. 
Then, by implication, the entity will have no liability that is legally enforceable. Thirdly, 
the economic benefits received or actions of the entity should create a new liability 
that did not exist before these events.  
The 2018 Conceptual Framework specifically deals further with existence uncertainty 
by referring to an example of an “alleged act of wrongdoing” (IASB, 2018a: par.4.35). 
The 2018 Conceptual Framework states that the uncertainty could be whether the act 
happened, the entity is committed, or how the law should be applied, and then declares 
that until the existence uncertainty is resolved, it is uncertain whether the obligation, 
and therefore the liability, exists. This discussion in the 2018 Conceptual Framework 
therefore creates a possibility to not identify a liability because of uncertainty. The level 
of uncertainty is not clarified and if not resolved on a standard-setting level would 
create significant disputes concerning how to apply uncertainty in real practical 
circumstances and when to identify a liability.    
This brings us to the issue of how legal claims should be treated in terms of the 2018 
Conceptual Framework and whether the “more likely than not” indicator in IAS 37 
should be retained. In essence, the “more likely than not” indicator is an outcome 
uncertainty assessment, which is used in IAS 37 as a level of uncertain to create a 
threshold when liabilities should be recognised.  
The IASB considered in a staff paper (IASB, 2010b) the application to lawsuits, if the 
probability threshold were removed. They state that a present obligation only exists if 
the lawsuit is a valid claim. In their view, all available evidence needs to be considered 
to establish whether a valid claim exists, which might include both reports from people 
investigating the claim and legal opinions. They also state that failing the probability 
criterion will normally also mean failing the present obligation requirement and that 
only in rare indicators might there be a difference.  
Therefore, under the new “obligation” and “past event” requirements, the activities of 
the entity that trigger the legal claim should be assessed to determine whether a valid 
claim exists. This assessment should be based on all facts and circumstances to 
assess the validity of the claim. This could be a more difficult assessment than the 
“more likely than not” indicator, but is based more on a specific notion, which is the 
activities that create the past event, and therefore creates a better conceptual 
foundation from which to assess lawsuits.  
Uncertainty whether a valid claim exists is, however, still problematic. The “no practical 
ability to avoid” indicator would not always be sufficient to resolve uncertainty as to 
whether a valid claim exists in legal disputes, especially when the validity of the claim 
would only be resolved through future confirmation outside the control of an entity, 
such as a future court ruling. This discussion confirms that existence uncertainty, as 
discussed above, should be clarified on a standards-level. 
Identifying the obligation by applying the “no practical ability to avoid” test and through 
clarifying the nature of the past event that triggers the present obligation, the 2018 
Conceptual Framework creates conceptual guidance to deal with uncertainty in 
liabilities and therefore should result in more consistency in the application of the 
definition of a liability on a standards-level. However, if the issue of existence 
uncertainty that would only be resolved by future confirmation is not resolved on a 
standard-setting level, practical application would be difficult. Specifically, the 
guidance in IAS 37 to separate liabilities from contingent liabilities based on the level 
of existence uncertainty should be reconsidered to capture the consequence of the 
“no practical ability to avoid” test.   
4.7  Identified issue 6: Removal of expected outflow of resources 
The clarification of the present obligation and the past event in the 2018 Conceptual 
Framework paved the way for removing the reference to expected future benefits in 
the definition of a liability. The focus, as stated before, is rightly on the present 
obligation and not the future expected outflow of benefits, and is in line with the view 
of Barth (2006).   
However, the 2018 Conceptual Framework determines that the obligation to transfer 
an economic resource “must have the potential to require the entity to transfer an 
economic resource to another party (or parties)” (IASB, 2018a: par. 4.37). The 2018 
Conceptual Framework clarifies (IASB, 2018a: par. 4.37) that only one possible 
indicator that a transfer of economic resources might happen needs to exist. The 2018 
Conceptual Framework further states (IASB, 2018a: par. 4.38) that the reference to 
potential creates a low threshold in that it is neither certain nor probable. The reference 
to potential is, in essence, an indication that the obligation has some commercial 
substance in that an outflow my happen and distinguish obligations from other events 
where no outflow is foreseen. Furthermore, uncertainty regarding a low probability of 
outflow is dealt with in the recognition criteria discussed under issue 7 below.   
4.8  Identified issue 7: Removal of recognition thresholds 
The IASB (2018b) has decided to remove the probability and measurability recognition 
criteria based on the view that, if an item meets the definition of an element, it should 
normally be recognised. The benchmark recognition criterion is that meeting the 
definition of a liability, which already caters for existence uncertainty, triggers the 
recognition. A specific recognition threshold is therefore not needed to limit the 
recognition, and the IASB (2018b) is of the view that only in exceptional cases will 
recognition of identified liabilities not provide useful information. Gebhardt et al. (2014) 
declare that the low probability comes closer to recognising all economic assets and 
liabilities. 
A usefulness assessment is introduced in the 2018 Conceptual Framework for the 
recognition of liabilities (and assets) based on the qualitative characteristics of useful 
information. Items meeting the definition of liability are therefore only recognised in the 
financial statements if they provide users with information that is useful (IASB, 2018a: 
par. 5.7), based on the fundamental qualitative characteristics of relevance and faithful 
representation. The implication is that a liability should not be recognised if recognition 
does not provide relevant or faithful information.  
Regarding relevance, the 2018 Conceptual Framework (2018a: par. 5.12) provides 
two circumstances when it might not be relevant to recognise an element in the 
financial statement: (1) uncertainty whether the element exists (high existence 
uncertainty); and (2) the element exists, but the probability of inflow or outflow of 
economic benefits is low (low outcome probability). Both high existence uncertainty 
and low outcome probability could result in unreliable information and how to apply 
these thresholds is a decision the IASB would take on a standard-setting level when 
they create recognition criteria for specific standards.  
The IASB further clarifies (IASB, 2018a: paragraph 5.14) that uncertainty whether a 
liability exists in combination with a low probability such as a wide range of possible 
outcomes may result in a single measurement amount not providing relevant 
information. Low probability could be better served by providing information about the 
possible outflow, the timing of the outflow and factors affecting the outflow. Both 
recognition and non-recognition should, therefore, be supported by explanatory 
disclosure information.  
Regarding faithful representation, the 2018 Conceptual Framework specifically states 
(IASB, 2018a: par. 5.18) that the level of measurement uncertainty (measurement 
uncertainty is created through the use of estimates) could affect faithful representation. 
Reasonable estimations are the cornerstone of measuring different elements (Barth, 
2006). The 2018 Conceptual Framework (IASB, 2018a: par. 5.20) declares that high 
measurement uncertainty may result in information not being   represented faithfully; 
especially when a wide range of possible outcomes exists, the measurement is 
exceptionally sensitive to small changes, and/or the measurement is exceptionally 
difficult or subjective. Measurement uncertainty is normally supported by appropriate 
disclosure of the uncertainties involved, however, in exceptional cases, it would be 
better not to recognise the liability.  
The 2018 Conceptual Framework clarifies further that faithful representation also 
considers other factors such as: the effect on resulting income, expenses and changes 
in equity, the existence of related assets or liabilities and the presentation and 
disclosure of information.   
By creating the starting point that all liabilities meeting the definition of a liability should 
be recognised, a clearer recognition concept for liabilities is incorporated in the 2018 
Conceptual Framework. High existence, low outcome probability and high 
measurement uncertainty, however, create the opportunity for the IASB to create 
recognition thresholds on a standard-setting level if useful information would not be 
provided, in their view. Future standard-setting will, however, clarify how preparers of 
financial statements might apply these lower recognition thresholds, if any.    
4.9. Identified issue 8: Measurement guidance  
The 2010 Conceptual Framework, as stated before, did not provide sufficient 
information regarding measurement on a conceptual basis. The 2018 Conceptual 
Framework creates much more detailed information about: (1) the different applicable 
measurement bases and (2) the factors on which measurement decisions are based, 
including measurement uncertainty. 
 
4.9.1  Measurement bases 
The 2018 Conceptual Framework identifies four measurement bases for liabilities 
(IASB, 2018a), i.e. historical cost, fair value, fulfilment value and current cost1; the last 
three being current value measurement bases. In terms of the 2018 Conceptual 
Framework, historical cost offers relevant information in providing margins based on 
historical transactions, but is less relevant when changes in prices are significant. This 
is in line with the view of Cooper (2007) that historical cost has predictive value in 
measuring profits on a transaction basis. The 2018 Conceptual Framework further 
clarifies that historical cost for a liability “is the value of the consideration received to 
incur or take on the liability minus transaction costs” (IASB, 2018a: par. 6.6). The 
definition implies that historical cost is normally only applicable to the first past event 
indicator triggered by the receipt of economic benefits, such as trade creditors and 
loan liabilities. Liabilities created through the actions of an entity would normally be 
estimated and therefore measured using a current value to estimate the value of the 
liability, such as provisions. Historical cost could therefore only be used for a liability if 
a historical cost exists. Loans liabilities recognised at amortised cost based on 
contractual cash flows is an example of the application of historical cost to liabilities.    
The fair value of a liability (IASB, 2018a) is a market-based assessment of the price 
to be paid to transfer a liability. The 2018 Conceptual Framework clarifies that fair 
value has predicted value of future cash flows and the risks involved in the transaction 
or event. The fair value of a liability is especially relevant when prices fluctuate, such 
as with derivative liabilities, but might be less relevant when liabilities are not held to 
be transferred, but to pay the contractual cash flows or to fulfil the obligation. The 
purpose of holding the liability is therefore an important indicator of the measurement 
attribute.  
Fulfilment value (IASB, 2018a: par. 6.17) is an entity-specific valuation of the present 
value of the cash flows an entity expects to incur when it fulfils the liability. Insurance 
liabilities and provisions are examples where the fulfilment value is applied. The 2018 
Conceptual Framework declares (IASB, 2018a: par. 6.38) that fulfilment value has 
predictive value when the entity’s activity is to fulfil the obligations and is therefore 
                                                          
1 Current cost was only included in the final deliberations of the Conceptual Framework by the IASB and will 
only be applied to liabilities in exceptional cases when the other three measurement bases are not relevant.  
used to assess the future cash flows of fulfilment. Fulfilment value also has 
confirmative value (IASB, 2018a: par. 6.39) when information about updated 
estimations is provided.  
Current cost (IASB, 2018a) uses the current cost of a liability to capture changes in 
prices, such as the value of a replacement liability. Current cost could be used as a 
replacement for historical cost when prices fluctuate. However, current cost is last in 
the valuation chain (as seen in IFRS 13 Fair Value Measurements) and should 
therefore only be applied in limited situations where the other current value 
measurement bases do not provide appropriate valuations. It is therefore expected 
that current cost will only be used in limited circumstances for liabilities.  
4.9.2  Decision factors 
Using the qualitative characteristics as the basis to identify factors for measurement 
decisions, the 2018 Conceptual Framework starts with an assessment of relevance. 
The 2018 Conceptual Framework clarifies (IASB, 2018a: par. 6.43) that to assess 
relevant information, the effects on both the statement of financial position and the 
statement of comprehensive income need to be considered. This could result in 
different measurement bases being used for financial position and performance, with 
the difference appropriately captured in profit or loss and other comprehensive 
income.   
The relevance assessed in the 2018 Conceptual Framework is based on two factors 
(IASB, 2018a: par. 6.49) i.e. (1) the characteristics of the liability; and (2) how the 
liability contributes to future cash flows. The “characteristics of the liability” factor 
assesses whether the cash flows are highly variable and therefore sensitive to market 
conditions or any other risks. For instance, historical cost might not provide relevant 
information in cases where the liability is sensitive to market factors and other risks. In 
such cases, fair value or fulfilment value might be more appropriate. 
In assessing how a liability contributes to future cash flows, the 2018 Conceptual 
Framework assesses (IASB, 2018a: par. 6.54) whether the economic resources 
contribute directly or indirectly to future cash flows depending on the nature of the 
business activities. A liability contributes directly to the future cash flows if the liability 
could be transferred independently. Based on this assessment, liabilities held for 
trading, such as derivatives, are correctly measured at fair value. The problem is that 
most liabilities are not transferred, but are normally either settled or fulfilled.  
Indirect application is when the liability is contributing to future cash flows in 
combination with other resources and therefore the liability is created as part of indirect 
activities. Fulfilment value should be used by default to measure other indirect 
liabilities, except if the liability has a historical cost that could be used to apply 
amortised cost. In the IASB’s view (IASB, 2015a), amortised cost provides information 
about the contract yield of a liability and the cost of borrowing of an entity. The 2018 
Conceptual Framework (IASB, 2018a: par. 6.57) therefore declares that a cost-based 
measure, such as amortised cost, should be used when a liability is held in a business 
model to collect future cash flows where margins between interest earned and interest 
paid provide useful information. However, if any further risks or variables are included 
in the interest-bearing contract, the 2018 Conceptual Framework clarifies, in the same 
paragraph, that other rights and obligations included in the liability contract in excess 
of principle and interest should also be assessed to determine whether amortised cost 
should still be applied. The effect of this last requirement might result in the IASB 
reconsidering whether  other such risks in financial liabilities recognised at amortised 
cost should still be regarded as embedded derivatives that should be separated to still 
recognise the liability at amortised cost or, alternatively, decide that the total financial 
liability be measured at fair value similar to financial assets. 
Faithful representation should also be assessed and this is where measurement 
uncertainty and accounting mismatches comes in. The 2018 Conceptual Framework 
(IASB 2018a, par. 6.59) clarifies that measurement cannot be perfectly accurate, but 
uncertainty could be overcome through the correct description of the nature of the 
measurement and the inputs used in the measurement basis. Issues with the 
differentiation between measurement and estimates, as proposed by Baker and 
McGeachin (2013), are therefore overcome through sufficient explanations and 
disclosure. In this regard, the IASB (2018a: par. 6.60) states that only high 
measurement uncertainties regarding a measurement basis that is relevant should 
result in the measurement basis not being used.  
The 2018 Conceptual Framework also determines that the enhancing qualitative 
characteristics of comparability, verifiability and understandability, as well as cost 
constraints, should be considered. In their view (IASB, 2015b), timeliness has no 
measurement implications and the benefits of a measurement basis should outweigh 
the cost. Comparability is considered for consistency and verifiability for independent 
corroboration. Measurement can either be directly (observable prices) or indirectly 
(inputs to a model) corroborated, which should be supported by sufficient disclosure. 
Understandability depends on the number of measurement bases used, the related 
disclosure and whether the bases could change over time. 
Specific additional initial measurement considerations are also identified in the 2018 
Conceptual Framework, which should be considered together with the general 
measurement guidance discussed above. A transaction could initially be measured as 
a result of an arm’s-length transaction or not. In an arm’s-length transaction, the 
transaction price normally equals the fair value, resulting in any subsequent 
measurement basis being used with limited effect. If the transaction is not arm’s-
length, a current value measurement basis might be more appropriate for initial 
recognition, which might result in initial profits or losses. Furthermore, if a liability is 
replaced by a new liability, the initial measurement of the replaced liability will 
determine whether a profit or loss should be recognised. 
4.9.3  Measurement conclusion  
The 2018 Conceptual Framework provides much more conceptual information 
regarding measurement bases, the information they provide, and the factors that 
should be considered in selecting a measurement basis. This is a sufficient 
improvement from the 2010 Conceptual Framework. Measurement decisions of the 
IASB on a standards level still remain subjective, but the factors the IASB should 
consider are far more clarified to make informed decisions regarding the measurement 
of liabilities on a standards level.  
Specifically regarding liabilities, the first assessment is whether the liability has a 
historical cost. If not, a current value basis should be used. If a liability has a historical 
cost price, the purpose of holding the liability and other risks and features included in 
the liability contract should also be assessed to determine whether the liability should 
fall outside the ambit of a historical cost measurement basis.   
4.10. Identified issue 9: Application of executory contracts 
An executory contract is defined as “a contract, or a portion of a contract, that is equally 
under-performed” (IASB, 2018a: par. 4.56). This means that no party has performed 
or that both parties have performed equally. The 2018 Conceptual Framework 
specifically states that an executory contract creates both rights and obligations to 
exchange economic resources. Exchange of economic resources is thus a crucial 
element of an executory contract.   
The 2018 Conceptual Framework clarifies that the rights and obligations are present 
from the contract’s inception, but are not recognised because they “are interdependent 
and cannot be separated” (IASB, 2018a: par. 4.57) and therefore form a single asset 
or liability. The executory contract notion is in effect a threshold for not recognising 
such rights and obligations before any performance (the exchange) happens.  
Through performance, the contract is not equally underperformed, which triggers the 
recognition of an asset or liability resulting from the performance. IFRS 15 Revenue 
from Contracts with Customers is an example of the application of the executory 
contract guidance where revenue is recognised based on the transfer of performance 
obligations. The IASB, however, acknowledges (IASB, 2018b: par. BC4.86) that 
recognition criteria will be set for executory contracts in developing related IFRSs. This 
could mean that the IASB might decide to recognise certain executory contracts 
earlier, based on the nature or risk profile.  The IASB also clarifies (IASB, 2018a: par. 
4.57) that it should be recognised when executory contracts are onerous in order to 
capture the loss inherent in such a contract.  
Contracts, such as derivative contracts, create an asset or liability based on the value 
movement of underlying identified notions. Therefore, the fulfilment of the contract is 
not based on performance or exchange, but on the value change of the underlying 
notion. The executory contact threshold will then, by implication, not be applicable and 
these contracts will be recognised earlier.  
The conceptual guidance of executory contract clarifies what represents an executory 
contract that should be recognised based on performance. The measurement 
guidance in the 2018 Conceptual Framework will then determine whether liabilities in 
contracts should be measured at historical cost (such as  for revenue contracts) or at 
fulfilment value (such as for insurance contracts). Contracts not meeting these 
executory contract requirements could be recognised before performance to capture 
the value or risks involved in the contracts.  
4.11   Identified issue 10: Derecognition  
No guidance regarding derecognition is provided in the 2010 Conceptual Framework. 
The basic guidance in the 2018 Conceptual Framework is appropriate in that a liability 
should be derecognised partially or fully when the entity “no longer has a present 
obligation” (IASB, 2018a: par. 5.26) - the opposite of the recognition criterion. 
Liabilities should therefore specifically be derecognised when the liability expires, is 
fulfilled or transferred. The effect of derecognition is also clarified. Derecognition will 
result in recognising assets and liabilities retained in the derecognition process and 
recognising the related profit or loss for the derecognised portion. 
5.    Conclusion 
The paper followed a doctrinal research process to establish whether the concepts of 
the identification, recognition, measurement and derecognition of liabilities are 
sufficiently developed in the 2018 Conceptual Framework to create a conceptual 
foundation for the development of IFRSs regarding liabilities. In the process, the paper 
identified 10 specific issues with the identification, recognition, measurement and 
derecognition of liabilities on a conceptual basis. The contribution of the paper is to 
assess whether these issues are resolved to conclude whether an improved 
conceptual foundation is created for liabilities.  
The paper finds that an appropriate conceptual foundation is created for the 
identification, recognition, measurement and derecognition of liabilities in the 2018 
Conceptual Framework. The conceptual foundation is sufficient for the purpose of 
developing both future IFRSs or changing existing IFRSs related to liabilities. The 
findings can be summarised as follows: 
• The nature of the obligation, which becomes legally enforceable, is clarified and 
the “no practical ability to avoid” requirement deals with most existence uncertainty.  
• The obligation and the “no practical ability to avoid” requirement sufficiently 
captures constructive or equitable obligations, stand-ready obligations and 
uncertainty under control of the entity in the scope of a liability. 
• The past event is clearly articulated through two indicators, namely the receipt of 
benefits and the actions of the entity that create the obligating event and the 
consequential test that the indicators create an obligation that did not exist before 
the event.  
• By clarifying the nature of the obligation, the past event and uncertainty in the 
identification of a liability, the reference to expected future outflow of economic 
benefits has correctly been removed from the definition of a liability to focus on the 
obligation and past event that creates the liability. 
• The reference to potential economic outflows confirms that some commercial 
substance is needed before a liability can be identified. 
• Meeting the definition of a liability normally appropriately triggers recognition of a 
liability and in exceptional circumstances the IASB could create recognition 
thresholds on a standard-setting level when relevant information is not created due 
to high existence uncertainty, low probability or high measurement uncertainty. 
• Different measurement bases and factors to make measurement decisions on a 
standard-setting level are clarified. Historical cost can only be used for a liability if 
the liability has a determinable historical cost. If a liability has a historical cost price, 
the purpose of holding the liability and other risks and features included in the 
liability contract should also be assessed to determine whether the liability should 
fall outside the ambit of a historical cost measurement basis.   
• The boundaries of the application of the executory contract notion are conceptually 
clarified to establish a threshold for recognising such contracts based on 
performance. Executory contracts with additional risks or variables and contracts 
not meeting the executory contract description could be considered for earlier 
recognition. 
• Derecognition is clarified on a conceptual level for the first time. 
Even though the 2018 Conceptual Framework creates an appropriate conceptual 
foundation, it also created some broad concepts that could still arise to interpretation 
and application issues, which should be clarified on a standard-setting level. Existence 
uncertainty not under control of the entity, such as legal disputes that would only be 
resolved in the future, are still problematic. The “no practical ability to avoid” 
requirement might then not be appropriate to resolve the uncertainty because the 
uncertainty is not under the control of the entity.   
The new conceptual foundation for the financial reporting of liabilities results in several 
outdated standards. In particular, IAS 37 dealing with uncertainty in provisions should 
be updated to clarify how the new doctrines should be applied on a standard-setting 
level. The 2018 Conceptual Framework creates several research opportunities. The 
value relevance of new conceptual changes and the effect thereof on current IFRSs 
could be researched. The appropriateness of the identified benefits and information 
provided by each measurement basis could be clarified or rejected through research. 
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